 DEPARTMENT. OF THE “reacy N0 PROTIOT RzCRVED - :

KN DEPARTMEN -OF THETREASUM\]@:‘QQ 20 Aoy s, Fatommmi N .
*'NTE,RN#L;.'?!;EVENU-E SERVICE ', . ”J&%“m“@-’m ‘

7. 'WASHINGTOM, D.C. 20224 .+ " . puey. . . ‘

S e

" TAX EXEMPT AND

v =
,i:l,')ate:. N R i
: f " M :.IIS':' 2!132 ; "y gldenﬁﬁmﬁon}Number:..
f a gCor!'lact- Number:

Empioyer ‘Ident‘iﬂé:t'ibanﬁmben .

o sar:Applicant:. .

11(c)(3).. Based on'the information: submitted, we have, conéluded that you do-not qualify for
mption under; that section...The basis for'our conclusion’is sét forthy below. : I
. Youwere Incorporated;in.the state of; (NN on SN You fied your -
. /'oplication for Recognition,of Exeiption on: Bl Along with your Certificate of - -
 tiincorporation, you submitted your. By-Laws, - p'is your incorporatorand
. :registeredagent, = . o ToT R

o
e

R “Your By-Laws provide for the following. offices: Executive Director, President; Secretary,
-i:and Treagurer, and, such gther.posttions thatmay be prescribed by the Board. Those holding .
' +jithe-positions of Executive, Directa dent must be Board members. SR sorves
i 1as Exscutive Director. - Your. office as'listed jin your Il Form gk consistof . -

. ihe gl
:ofit. organization, was: liquidated-‘and jts assets

(! Yafor-. [ .
were gifted to you. ‘Your application’ states that :
's function,was to promoté health and wel-being. *a‘md
77% and 23%, respectively, of the business. had rented
. where it'soldh,eaiﬂa--iélajed products, from ) gnd his wife. In
. Vaddition, M. rented Several of the offices in its Jeased space to individuals
. Vinvolved in health related services; "Among.the assats donated ¢ bwere -
EN funishings and supplies for several offices, a dispensary inventory, gift es, a mailing list' - -

. owned
. i a commaercial site

‘_"E.-;of clients, contract rights with health care practitioners who rented office-space from S

Ry » and an equipment lease....Na hew operating policies were iniliated as aresuit'of .
1" ttie fransfer. of assets from; toyou. . . . . ;
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, “Your Certificate of:lnwmora'ﬁon sta'tes-that the p_umoéeé for Wb}chf yc,éu are organized are:
- “To pramote physical, mental;and spiritual heaith and well-being. by itself sponsoring,

j prjomonr_ug or providing or by faqlitatspg others to sponsor, promote or.provide

co = ‘You state that.you plan to operate a'market place open to.the public. that will providea -
. -~ L troad spectrum of health care information, services, and products by- ' .
1. for a fee, providing office and ‘classroom space; telephone and office reception; client -
. schedullng; cashier services; public displays of print, vidéo, and poster information; -
. and; publicity both on and off site to health practitioners; . * - . ' .
.2, selling remedies, health supplements and other health cara related merchandise
., Such as.books, CD's, and personal care produicts. ltems are sold at a 55% markup; .
3.. presenting and facilitaﬁng'lequre,_s-, referral services, fairs.and. samplers bothonand -
~ off site for which you willask donations; and, . = = - .. :
4. publishing a frée health carc-wsliness focused magazine. - .
You further state that your future Hctivities will include: - : o .

’

+"1.+ a health care education program for self care as well as certification to serve the: . - - ,
" public for which there will ba a {@ application fee and for which you will receive 40% -
. - of attendance revenue; ' ) ; -

2. aresearch program regarding clarification and innovation of health care products
. .. and/or services; and; SEIPEEE . .-
voy 0 30 afunding program to help indigents pay for. services available at the market place..

1 in d'letter dated i e  :ou state that your educational services will include. - .
" jarvannual for' which a nominal fee will be charged.. Workshops :
-~ [corducted by lessees and other practitioners.will be heid (presenters pay a $@application fee

. -fand 40% of their attendance revenue) and you plan to have a speaker.program. In addition, you . ¢ .
' [stte thata program to assist indigents would-be Instituted so that (1) A sliding scale would be
.. 'uzed where each practitioner would previde services at up to.a 50% discount to 6-12 clients per :
~ year;and (2) up to 100% of the practitioners’ fees would be. paid for some individuals using funds
~ iwhich you hope:to receive from outside sources. You also state that you publish an educational -
- website—a downloaded copy is attached. A '

L On SN ou leased from commercial space that " - -
24 been leased to ' You then subleased ten offices at the location to . * e
. jtwenty. tenants who provided services, workshops, and classes in areas such as acupuncture, ... L
- iehiropractic, aromatherapy, podiatry, gynecology, herbology, tai chi instruction, yoga instruction, A
| {music-for healing, meditation, intemal medicine, past lfe regression, and prenatal massage. S
. With the exception of your Board members and officers are.tenants in the building,. . =




!
|
S
el f 6." At yourrequest, tenants, 'age__ rjg’cjulreq‘to present wiﬂaoutohar.gg information
3 .
|
t

L -3- .

b .

A “Rider to Lease™includes twenty-two additional conqitionjs for leasing office épace. .

;;,;.f-\r,nqng'-fh:e additional terms contained in.the rider:

2. Tenants. are required to pay you 7%% of their gross income from any services and

3. All clients are to be scheduled: through your administrative office. -
4.. Payments for services and products provided by the tenants are to be made through - .
your. administrative office. The clients’ payments are to be.made in your name and
~* held in a trust account by you.. You have the sole discretion in determining whether
.. any of the fees are to be used towards amounts that may. be owed to you before the
~ collected amounts are released to. the tenant. . " '

. another location or office..

‘ 7. At your.request,; tenants, gre_@qgi&é_d to prepare descriptive literature and pzla'rﬁcipaté in

8. ' Tenants are tdgl&é;bonside’red'i:ndépendent contractors..

‘You publish a free, h.éélméare .mééézln,e for which you receive revenue from the sale of

" Sfaadve,rti_sei;hent space {a health care: related:businesses. ' Individuals who are presenters or

;’"csmanta"-at'yOUrscenterpmyide,.thej'arﬁdes. ‘Individual donaﬁons are solicited in the magazine. .. -

. o 'I.;hefo!lowin«g sr‘cm& By é&zj»base&;upén projected figures that you provided regarding
-, f:vour.second and third years  operation. PR '

. ! Fegs charged to:health care. practitioners. 67% . . 67%
., Health-Care Product Sales .- . - . 17.9% - : . 18%
" \Annual Health Festival - : .~ . 44% . . 4.3%

‘Workshop fees . . e 3% T Tqoe

“ifts/Grants/. -

. ontributions ; L 069% . .. . 076%

:-1. Téhants may not sell their services or products oh the premises without your approval.

" i ltter dateq WSS yoi: stats that ther was  [ot of tumover in.the practitioriers 7
© . ibacause many ‘were unable to.make a go of it.* o : ‘ : =

: 8. ‘During the terim.of the lease and for one year after the lease’s termination or expiration, -
e . tenants.are forbidden from taking clients (obtained. or treated on the premises) to




e e

o iBwenses . '- Year2. | years

' [Rent:

. . 45.0%° | 4389
. [ Salaries for receptionists/office manager - 236% . 245%
1 | MMagazine Related Expenses Lo 131% . . . 12.9% .
. | Health:Care Product lnventory M5%: . . 249
. ¢ UAnnual Health Festival .= 0.21%; C L 0.2%
: ;;Gifﬁs/Gmnts/Coqtﬁbuﬁéng. Ll 0.0%: . . 0.0% -

: Saction 501 (c)(3) of the Code provides;.in part, for the:exempﬁon from federal income tax
. - .+F organizations organized and.operated,'exdusively for educational purposss, no part of the net
7 +-2rihgs. of which inures to the benefit of any private sharehiolder. or individual, -

‘ ."'S.'e.ction 51
. ;;sg-:;;usjni_es_s the ooqduct of which is not sq__b$tantiaﬂy related (aside ,from the need of such

- Fperformance by such organization of its charitable, educational, or othes purpose or function
-} 7arming the basls for its exemption under section 501. o -

i
Ceog

. |-Organization's exeimpt purposes. . -

P : .fsgét'ion 1.501(c) (3)-1(c)(1) of t!me Income Tax Regulations provides that an organization - |

. Y,

. Section 1.501(c)X3)-1(d)(2) of the income Tax Treasury Regulations provides that the term
+ | :%eharitable” is used in Section 801(c)(3) of the Income Tax Code in its generat accepted legal .
sense. : o . :

i:‘
y
|

f

!
o

i

- | s the Instruction of the public on subjects useful to the individual and beneficial o the

i e v e e ety

>

71 bé regarded as fope.rated exclusively” for one or nicre exempi purposasonly if'_itengages.- i ~ e

Section 1.501(c)(3):1(d)(3) of the Income Tax Regulations defines the term "educa,ﬁon’al"z o
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~ ;»/ifor the primary purpose

'+ "+osgincome from unrelated trade or business.

-+ InUnited States v, w, k.
+ '+ that an organization must prove. uﬁarpt;?gqpugly that it quéli(iea for tax.exerviption,
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" ithe existence-of a single hbp.eggmp.g-,l,;gpqus?f;fsubstanﬁa,;in ture, wil destroy a .

CERP

.
. I

ii.'rpége:gczpt}rpds'}eé; and if the ‘organization is.not erganized or operated

i i Section 1.513-1¢d)(2)!of the Income Tax Regulations provides; that-a trade o business is

rposes only where the conduct of-the business activities has causal

. i telationship to the achievement of exempt purposes (other than ﬂ\'mugh’ma production of income)

* 1and it is-substantially related only if the causal refationship is a substantial ohe, it further provides -

* '+ hat the production or.distribution of the goods or the performance of the services from which the, -
. “ross income is derived.miust contribute: Importantly to the accomplishment of the exempt -~ -

(d)4)(iv) of the Inoor::we‘:',rax Reguiations, -in. Example 7, describes .

tising activity:in an exempt organization’s journal. Although continuing education of its
ambers in matters pertaining to their proféssion was one of the purposes for which the
- ganization was. granted exemption, the‘publication of "aﬂver_ﬁsing_ was:-found nottobe an -
ey educational activity and the'income which the organization derived from advertising constituted

[

0 Barik;485 U.S. 351, 106 5. CL:1199 (1900) the Court held -

glls £

505.F.2d 1068 (6thy Cir: 1974), the court - . .
recognition of its tax exempt status hadthe

fes, 316.U.S. 279 (1945), the. Court held that, )

-

coriomic Research v. Unitod' S
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i In Living Faith Inc. v. Commissioner 850 F.2d 365 (7" Cir, 1991), the court held thatthe. .

. lpurposes of an organization may be infefred, from the activities in which itengages. Amangthe " .

| factors considered by, the Court were the commercial hue or nature of the activities,the - * -, .
txmpetitive nature of the activities, the, existence of. accumulated profits, and the provision of ..

rvices.

P f:_ﬁxempt organization provided consulting services to tax-exempt and not for profit clieﬁts, a ST
" 1 negative factor in determining whether the activity was. in furtherance of an exempt purpose was™ |

of. cairying on an udrelated trade: or.busin'jess;. asdefined in section 513, .

-1 Whether an organization has satisfled.the Operational test is a question of fact... See-.also,_. e
Christian Steward ship Assistanc i Inc. v, Commissioner, 69 T.C. 1037, 1042 (1978).. -

COH T I Institute for Econamié F States, 302 F.2d 934, (1962), cert’ RS
i+ . .idenied, 372 U.S. 976 (1963), the Court held that a determination must-be m ing © . -

LT
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i orgariization’s fallurs.to kmit its clientele to organizations which are themselves section
+501(€)(3) exermpt organizations . ¢ P T : .
- 10" I Federation, Pharmacy Services, Inc., 72 T.C. 687-(1979), affd., s_éés F.2d 804 (8" Cir.
. +1980), the Court held that an organization operated a phamacy primarily. for.commercial )
i urposes where it sold drugs at a discount determined ‘by.its cost, with no. provision for sales

wroducts sold ajded health did.not entitle.an organization to an automatic exernption under

:a charltable purpose.. - '
~| b .

R JIn Hillcrest n
. .“tP-at'where.acorporaﬁQn

8. organized to take aver the activities of a predecessor, the court may.

! .-onsider.the predecessor’s. activities in determining .the' pirposes . for. which a corporation is
'.’,‘:A .t ’ . : "‘_. ' ' . .
Lo : .. In.Lorain venue: Clinic ‘v. -Comi lissioner, 31. T.C. 144 (1958); the. Court held that a
7 i fees ‘origave: free service to a small percent of persons; was:nt;operated 'exdus"ivmdely' o
- *Tcharitable: purposes. . A SRR e 0
.4 Rew:Rul. 69-545, 1968-2,C.B. 117, states *(i)n the. general law.of ¢charity, the. promotion of
' Jhsalth is considered to bé;a charitablé peipose.” The ruling'goes on to:say that more is

C :f:rzequi@ to be tax-exempt under $édibn;501,‘(c)(3)- of the Code:-: ..

. : “o'the organizations. at substantially. bélow: fair rental-value in a non-commercial manner, the

" purposes.

2.

. . radministration of;their charitable programs did-not qualify for exemption-under. section .
L LB (e)(3) of the. Code.. The organization entered into -agreements wimun;relat'ed'-'nonpgpﬁt

;o
s . .

+15% of cost) solely to ﬂ'aat group. ;-

- Melow ¢ost ta the elderly and hanqicappe,qw In its ruling, the-court stated that the factthatthe ~
: - ysection 501(c)(3) of the Code. The salel'of such products, without more, is not in furtheranca of *

Club. Inc, v.-US., 152 F.Supp. 896 (BC Mo. 1957), the Court.held -

© 1 Rev. Rul. 69672, 1969:2 C.B..119; held that wheré.an.exémpt.organtzaﬁoh that had a P
: icloge relationship. in.its purposes and: functions with other exempt organizations leased spacg” .-

- izrangement was in furtherance. of charitable purposes.’ Although' the rental activity was not -
", inherently: charitable, the ‘activity. ‘enabled: the exempt orgammﬂons ta further their charitable e

.  Rev. Rul, 72-369, 1979-C.B. 245, held that a nonprofit organization formed to provide -
i - ™Manageral and consufting services at cost to. unrelated 501 (c)(3) organizations. to improve:the .

"lf.aa,n organization. operat& a trade or business as asubstanhal part of its activities, in
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3
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prmarily:ta camry on the unrelated trade or business and. it must show: that the’ operation of

E such.tiade or-‘t;USl;le_ssfur_ther,s its exempt purpose or, purposes. Section 1.501 (©)@B)»1(eX1) of .
E.»the., income Tax Regulations, -"Under "Section 1.501(¢) {3)»1(c)(1), an organization is not .-

"t considered to be operated exclu’slvely;for- one or more exempt purposes if more than an

£
]

X
&

|

g-'insubslahﬁal part of its .;a‘ctivjtie§ is. not:in furtherance .of an exempt purpose. A single,

| substantial non-exempt purpose will preclude a charitable exémption. . Better Business Burea

¥ United States, stpra, R

- of its exempt purposes, . Section 1.513-4(d)(2) of the Income Tax Regulations. In Ljving Faith,
:nc..v; Gommissioner, supra, the cotirt setiforth factors to be considered when determining .
at 'an:onganizatign’s purposes are. @ i . : ’

e

‘++indirectly, on our health. We. do not belleve: that the law requires that-any organization whose

1 purpose is to benefit health, howgvgf remotely, is automatically entitled, without more, to the

o

7

Your tenants consist of businesses; not tax-exempt ur@den section 501(c)(3), that charge
Tor their senvices. 2nd products. . You have made it a condition of the lease that you be paid a,

stem whereby you receive payments for the services and products directly, and after
«efmining whether you are owed any fees, you disburse the remainder. to.the.lessors. . You
te.that many of the tenants have experienced financial difficulties:and-as g result, have left
{yaunbuilding, - - - ' ' ' y

||‘ tion,.may
{ or business, notasa

; "You require the-tenants to provide
i i nder their activity. charitable

: supra. Commercial operations often offer

f customers. Your rental of space ta entities that
| i purposes nor any charitable
: JonS recognized as exempt under section 501(c)(3).. See, B.S.W Group,
E; inc. v. Commissioner, supra, and Rev. Rul. 68-572, supra |

.+ for producing income: the, activity 'muét:'.c':qntribute-importanﬂy to the organization’s camying out .

vortion:of the gross:profits from the tenants’.gross revenue from such-sales. You have set upa -

R F ]




:j ’ ln assessmg whether there were: oharltable purposes bemg furthered in.the sale of

- discqunted drugs to the ‘elderly:and: disabled the court in Federation Pharmag Stores, supra

¥ ;' stated that “we fail to, sée how the faict that (an organization) happens-to deal in drugs:can
- convert it to a. section 501 (cX3) orgamzatlon If it could: be.so. converted, then. so could a-store .

* selling orthopedic shoes, crutches, health foods, or any other product beneficial to.health”, In

~ that case, the fact that the drugs were oﬁered at a discount was insufficient to prove that the
: ;;actlvity furthered a chanlable purpose sirice commercially. operated phammacies often
! discourited products. Your sale of such products would put-you.in direct competition with for:

;‘-proflt companies engaged in the same type of business. And, your propesal to sell the producie

o Plata 55% markup.leaves | T10; doubt as to the profit making aspects of the actlwty See also,
. ¥ American: Institute. for oonomrc Researchv United States; § pra.

Your activities related to the rental of space to health mre related lndtvlduals and the sale

! health:care ‘products; activities in which; -your predecessor. also engaged do not serve to -
“arther . your charitable purposes. . The. “commercial hue® referred toin Living Faith Inc...v.

..;Jommissioner, supra, is clearly present in these activities: “Even assuming.that the activities. . .'" .
:yré strifctured so. as to produce revenue. to.fund any charitable activities, this does: not alter the” . :
fact: that ‘they.; are’ ‘not . charitable endeavors Sectton 1513—1(d)(2) -of the lnoome Tax

;Regulat:ons, Rev. Rul. 72-369 ;'.

cy o

Wmle you offer. a. free newsletter and you conduct some eduwtlonal workshops and

: n . eminars, these activifies ‘appear to be incidental to your, funclioning... Even your newsletter '

[

o e .'.‘—‘—-;.._ o

L

appear&deswgned largely.to generate: ‘business for the authors of. the articles. The'amounts that :

: l you receive and pay. out as gifts, granls and contributions, as well as the discounted services -

- l that are. provided, to some!individuals: through the lease terms lmposedon the tenants, are o
P minimal, Most your. support is derived. from the rental of office. space, health products sales, and :.. ..

revenue from the oewsletter you. pnnt and the majority of your expenses and activities are -
related to commercial activities. Consndenng the overall operation of your organization, it is

E evndent that any charitable activities in'which.you plan ta'be engaged would ba sa minor. as not
' ;I]t to quahfy you for an exemption o

nked Statv&s _pra

Bette:: .B siness-Bureau vj
You have. falled to meet your, burden-under Hardi os rtal inc. v. United States, s g_rg,
ervung a publi¢ rather than a private lnterest

Aoeordlngly you do not qualufy for. exemptlon as an organlzat:on desonbed in secuon

; 501(c)(3) of thé Code and you must ﬁle federal income tax returns. -

Contnbuttons to you:are not deductlble under sectlon 170 of the Code.

-to demonstrate that you have been organized and operated exclusively for exempt purposes by . B

- You have. the nght to proteet this. rulmg if you beliove it is. moorrect. To protest, you should o
- submit a. statement of your views to this office, with a full explanation of your reasoning.. This -7~
, - statément, sigried:by oné of your officers, must be submitted within 30 days from the date of this

" ! fetter. You also have a:right to. a conference:in this office after. your statement is submitted. .. = - *
i { You'must request the conference, if you'want one, when you file your protest statement. - if you
? are to be represented by someone who i lS not one of your ofﬁoers that person will need to filea.
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- if you do not- protest this rulmg ln a timely manner, it will be oonsrdered by.the Intemal

B » 'Revenue Service as a failure to exhaust available administrative remedies: . Section 7428(b)2)
,.of the Code. provides, in part, that a déclaratory judgement or-deécree under this section shall not’

o  be-issued.in any: proceeding | unless the Tax Court, the United States Court of Federal Clalims, or.
. t the Distnct Court of the.United States for the District of Columbia determines thatthe -

orgamzahon involved has; exhausted admrmstxatrve remedies. avaulable to it within the, lntemal

e Revenue Semce

“’i‘_" P P A

- | Enciosure:

b
( .
»

I we do not hear from you wrthm 30 days, this ruling will become ﬂnal and a-copy. will be .

iy .,'A:forwaroed to the Ohio. Tax Exempt ‘and’ Government Entities (TE/GE) office.. Thereatter, any o
- 1:questions about your federal income tax status should be: directed to that office, either by calling , -
| 877-829-5500.(a toll free number) or. sendmg correspondence to: Intemal Revenue Service, :

" TE/GE: Gustomier Service, P.O. Box. 2508, Cincinnati, OH 45201. The appropriate- State. -

- ; 1Off] ouals will. be notified of; thus aotxon in aooordanoe with Code section 6104(c).

When sendmg additional letbers to us with respect o thrs mse you w1ll expedite their -
reoelpt by using the followrng address '
Internial Revenue: Semce .
 T:EO:RAT:2 : ) o .
; 1111 Conistitution Ave, N.W. - Lo

Washlngton D C: 20224

lf you have any questions please oontact the person whose name and. telephona number -
are shown in the headlng of thla letter o

Sinoemty.

: Joseph Chasm . ;
Acting Manager, Exempt Orgamzations
Techmwl Gmup 2
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